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Personal Income 


ERSONAL INCOME one the important 

measures the output goods and 
the economy. its name implies, 
accounting all income payments 
made individuals. Its major components are 
labor income, proprietors’ income, property in- 
come, and transfer payments. Among the 
measures aggregate output, only personal 
available the basis regional 
and state breakdowns and is, therefore, the 
most comprehensive measure economic 
available state basis. 

The amount personal income paid 
individuals 1958 the states the Tenth 
Federal Reserve District, exclusive Mis- 
was 4.7 per cent the total for the 
United States. contrast, 5.0 per cent the 
population resides this 6-state Dis- 
trict When the smaller share per- 
sonal income paid individuals the Dis- 
trict compared with the greater percentage 
the population residing here, be- 
comes evident that per capita income the 
District below the average. The ques- 
tion which then arises is, “What are the fac- 
tors responsible for this lower District per 
capita income and are changes the Dis- 
economy acting reduce increase 
the deficit District per capita income rela- 
tive the Nation?” This study seeks dis- 
cover and roughly indicate the relative im- 
portance some discernible 
sources the lower levels per capita per- 
sonal income the District. does not at- 
tempt determine underlying causes, such 


the relatively populous western Mis- 
counties the District are not included this 
the following section because comparable county 
income estimates are not readily available. 
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endowment natural resources, available 
capital facilities, technology, and attitudes 
and values the population. However, 
entials undertaken, the relative 
tion the District through time reviewed 
order provide perspective for the current 
figures and determine there are discern- 
ible long-run trends per capita income 
its various components. 


Income Tendencies District States 


Per capita personal income given state 
dependent both the level total per- 
sonal income and the size population. 
order that the sources change per capita 
income may determined, review trends 
each these two variables briefly under- 
taken. Personal income for the six District 
states 1957? was 305 per cent above the 
level 1929, the first year for which informa- 
tion available. Over the same time span, 
personal income the Nation registered 
equal gain. The period during which District 
income grew most rapidly was from 1941 
1947. During this span, which included World 
War II, District personal income increased 
average annual rate per cent 
contrast per cent annual increase for 
the Nation. Both Kansas and New Mexico ex- 
perienced growth excess the District 
average during this period. During the period 
from 1947 1953, which included the Korean 
war, the District experienced growth 
average annual rate 7.3 per cent, second 


Although annual information personal income 
available from 1929 1958, making secular com- 
parisons, years relatively high business activity 
were chosen. 


Personal Income 


only that the 1941-47 period. However, 
the average rate growth for the Nation 
during this period—8.3 per cent—exceeded the 
District rate. Nevertheless, the Colorado and 
New Mexico rates exceeded the average. 

both the District and the Nation the 
rapid growth wages and salaries has served 
increase the importance this 
contribution personal income, while the 
proportion representing farm proprietors’ in- 
come has declined. the District, nation- 
ally, the most significant expansions total 
wage and salary disbursements occurred 
government and manufacturing. the other 
hand, the smallest growth was farm wages 
and salaries. While farm wages and salaries 
plus farm proprietors’ income accounted for 
per cent personal income the District 
and per cent the Nation 1929, the com- 
bined contribution these two sectors has 
recently been about per cent the Dis- 
trict and per cent the Nation. 

previously noted, per capita income 
income. While population the District in- 
creased per cent from 1929 1957, the 
Nation’s population simultaneously grew 
per cent and the District’s share the total 
population consequently declined from per 
cent 1929 per cent 1957. Since the 
increases personal income the District 
and the United States were nearly equal, the 
relatively smaller population increase the 
District means that per capita personal in- 
come rose more than the Nation. 

While differential rates per capita per- 
sonal income growth may arise from variety 
factors, the relatively more rapid shift from 
farm higher income nonfarm activities 
the District compared with the Nation un- 
doubtedly accounts part for the more rapid 
per capita income growth the former area. 
greater than national average per capita 
nonfarm income increase occurred each 
the District states. Within the nonfarm sec- 


tor, the District generally also experienced 
more rapid shift toward higher income 
tivities than did the Nation whole. 
structural shifts the District economy 
tended more favorable rapid income 
growth than those the Nation. 


Sources Income Variation Between 
States and the Nation 


great variety factors influence the in- 
come level particular area. These include 
such things resource endowments, tech- 
nology, climate, and numerous subtle 
chological and cultural attributes the 


lation. While not feasible attempt 


measure these influences for the purposes 
this article, indeed some them defy any 
type quantification, certain general factors 
bearing upon differences income levels 
may discerned from analysis the 
statistics income, employment, 
lation themselves. For example, other things 
being equal, the greater the percentage 
population actively employed productive 
activities, the higher per capita income would 
be. the other hand, high employment rates 
may canceled more than canceled 
generally low rates compensation. General 
levels compensation particular state 
may low high because relatively large 
small percentage employment com- 
paratively low income agricultural activities, 
perhaps the effect income the distri- 
bution between agricultural 
tural activities dominated relatively high 
low rates compensation within either 
both these activities. Should rates com- 
pensation the more important factor, this 
again may the effect two possible causes. 
Either rates compensation within particular 
industries the two sectors may unusually 
high low the distribution employment 
may unusually concentrated high low 
income activities. Thus, differences between 
state per capita per employee incomes may 
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Personal Income and Population Change 
District States and United States 
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Personal Income 


viewed the result either employment 
structure rates compensation. 

systematic method which may used 
sort out and roughiy quantify the influence 
these two factors the technique stand- 
ardization. the remainder this article, 
standardization utilized isolate some 
sources variation between District incomes 
and the national average. 

While the technique becomes somewhat in- 
volved application, essence depends 
upon the simple principle holding one fac- 
tor constant while another allowed vary. 
For example, assume that one wishes dis- 
cover that portion the discrepancy between 
per capita personal income given state 
and the national average which may at- 
tributed different percentages popula- 
tion employed. logical way doing this 
assume that the average rate compen- 
sation per employee, including wages and 
salaries and proprietors’ incomes, the state 
equal that the Nation and then 
multiply the actual state employment the 
national rate compensation and divide the 
resulting hypothetical income the state 
population. the percentage the popula- 
tion employed were identical both areas, 
the hypothetical per capita income the 
state would equal the actual observed 
per capita income the Nation. not, 
the difference may attributed different 
rates employment 

The calculation the contribution dif- 
ferent rates employment participation 
differences per capita income may ap- 
proached another path and the answer 
yielded this approach will ordinarily not 
exactly identical that obtained the 
first. The actual rate compensation the 


Actually the technique somewhat complicated 
the presence nonparticipating incomes. When the 
calculation described the text was actually per- 


formed, nonparticipating incomes were allocated 
per capita basis. 


state could multiplied employment 
rived applying the national employment 
participation rate the state population and 
the resulting income figure divided the 
state population. Again, except for 
the rate employment participation, the 
hypothetical state per capita income should 
equal the actual observed state income 
While the two methods are meant explain 
the same magnitude, the actual arithmetical 
results are not necessarily exactly equal due 
the fact that the constant compensation 
weights applied the employment variables 
are one case derived from national 
ence and the other from state experience. 
The convention adopted this article, 
order resolve differences resulting from 
the weighting problem, was average the 
two figures. 

technique similar that outlined above 
may used isolate the portion the dif- 
ference between national and state per capita 
income which due dissimilarities rates 
compensation. The only distinction that 
this case rates compensation are allowed 
vary and employment participation held 
constant the national level for one 
tion and the state level for the other. 
weighting problem, therefore, occurs this 
application the same way was described 
the previous one. Here again, and wherever 
else the analysis such problem occurred, 
the two calculations were averaged. 

While number complications have been 
neglected the above paragraphs, basic- 
ally the technique described there which 
derlies the analysis variation average 
nual income between several District states 
and the Nation which presented the 

addition total per capita income, the 


Missouri included among the states considered 
this section the article. Since the analysis carried 
out individual state level, problems 
tortion due aggregation are created. 


District States 


ANALYSIS SOURCES DEVIATION BETWEEN STATE AND NATIONAL 
AVERAGE ANNUAL PERSONAL INCOME, 1957-1958* 
Dollars 


Differences Between 
Average Income State and National Average Income 


Due Differences 


Per Cent 
Population Per Cent 
State Rate Employed Population Compen- 
PER CAPITA INCOMET Actual Actual Constant Employed sation 
Colorado 2,050 2,033 2,019 2,064 +14 
Kansas 2,050 1,916 2,052 1,913 
2,057 1,740 2,068 1,730 +10 —327 
Wyoming 2,050 2,063 2,050 2,062 +13 
Missouri 2,050 2,006 2,123 1,937 
Distribution 
PER EMPLOYEE WAGE Farm-Nonfarm 
AND SALARY AND State Rate Employment Farm-Nonfarm Compen- 
PROPRIETORS’ Actual Actual Constant Employment sation 
Colorado 
Kansas 
Oklahoma** 
min, 
Missour 
Distribution 
PER EMPLOYEE Nonfarm Distribution Rate 
NONFARM WAGE AND State Rate Employment Nonfarm Compen- 
SALARY INCOME Actual Actual Constant Employment 
Colorado 
Kansas 
Nebraska 
New Mexico 
Oklahoma 
min 
Missouri 


average for 1957 and 1958 was used was more representative economic conditions than either 1957 1958 alone. 
information not available for Nebraska and New Mexico. **1958 figures were used 1957 data were not 
sions the 1958 employment series preciuded averaging 1957 and 1958 data. 


NOTE: For elaboration this analysis, see Edward Denison’s comment Frank Hanna’s article interstate income 
Theory and Practice,” Studies Income and Wealth, Volume 21, National Bureau Economic Research, 1957. Also 
technical appendix describing more fully the made this article may obtained upon request. 

SOURCE: Department Commerce and State Bureaus Employment Security. 


difference between state and national wages and national nonfarm wage and salary 
and salaries and proprietors’ income per em- per employee were estimated. For this 
ployee was also analyzed. estimate was total nonfarm employment and com- 
made both the relative importance the were structured into eight industry 
farm-nonfarm distribution employment 


and differences the area rate compen- The interpretation the table may 
sation these two broad sectors between clarified reference made the last three 
the individual state and the Nation. columns they relate particular state. 


Similarly, the sources difference between shown the first these columns 
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Personal Income 


Section Oklahoma diverged most widely 
from the national average per capita personal 
income during the 1957-58 period. The second 
these columns shows that the large deficit 
was not attributed the rate employ- 
ment the population, since per capita in- 
come Oklahoma would fact have been 
slightly higher than the national average ex- 
cept for the relatively unfavorable general 
rate compensation that state. Therefore, 
roughly the entire deficit may attributed 
lower general rates compensation. 
suggested earlier, such relatively low rates 
compensation could due whole 
part the distribution the employed labor 
force between farm and nonfarm activities, 
lower rate compensation those lines 
activity. Reference Section sheds some 
light this 

The figures pertaining Oklahoma the 
third from the last column indicate that per 
employee wage and salary and proprietors’ 
income was indeed much lower Oklahoma 
than the United States. The last two col- 
umns indicate that, while large part the 
deficit was due the distribution employ- 
ment, perhaps surprisingly almost twice 
large share was apparently due lower 
rates employee and proprietor compensa- 
tion within the two broad sectors. 

Section indicates the sources variation 
the important nonfarm wage and salary 
component, which accounts for greater share 
personal income than the other major com- 
ponents combined. order determine the 
portion variation due the structure 
employment within this sector, was broken 
down into eight major industrial divisions— 
mining; contract construction; manufacturing; 
transportation, communications, 
utilities; trade; finance, insurance, and real 


cannot yield precise answer, since there 
reasonable method allocating nonparticipating in- 
come either the farm nonfarm sector. 


estate; services; and government. Again 
evident, when reference made the lines 
relating Oklahoma, that the deficit 
tion the national average was more than 
accounted for lower rates compensation 
the eight sectors rather than the 
ture employment which, the level 
aggregation used the analysis, was actually 
more favorable high income than that 
the Nation whole. 

Several generalizations may made con- 
cerning the data presented the table. Sec. 
tion indicates that the percentage the 
population employed the District states was 
generally least favorable high per 
capita income that the Nation, with the 
exception Colorado where the lower per- 
centage the population employed more 
than accounted for smaller income. Thus, the 
generally high level employment the 
District tended cancel some the dis- 
advantage which the District states generally 
experienced rates compensation. Only 
Wyoming among the District states had 
greater than national average per capita in- 
come and that was entirely accounted for 
generally higher rate compensation. 

When the analysis per employee wage 
and salary and proprietors’ income Section 
the table examined, found that the 
states Colorado and Wyoming stood higher 
than the national average. both cases, rates 
compensation were the determinative fac- 
tors and, indeed, both overcame unfavor- 
able distributions employment between 
farm and nonfarm activities. the other 
states, per employee returns were lower than 
the national average. While both the fac- 
tors considered this analysis contributed 
that result, Missouri and Oklahoma rates 
compensation were far the more important, 
while Kansas the prominence agricultural 
employment was somewhat greater signif- 
icance. Rather surprisingly, the distribution 
employment between agricultural and non- 


uses was far less important 
accounting for the variation state per em- 
ployee wage and salary and proprietors’ in- 
come from the national norm than were rates 
compensation those broad categories. 
For all the states taken together, compensa- 
tion levels accounted for perhaps per cent 
the total variance the state figures from 
the national average. 

Similar conclusions, except more extreme 
form, hold when attention directed toward 
Section which results examination 
per employee nonfarm wage and salary 
income the eight major industry classifica- 
tions are summarized. the aggregate, the 
variation from the national average was more 
than accounted for rates compensation 
within these industries. Only New Mexico, 
where nonfarm wage and salary income ex- 
ceeded the national average, was the influence 
industry structure large enough dom- 
Colorado, the other state which ex- 
ceeded the national standard, both compen- 
sation levels and industry structure were 
favorable but the former dominated. 

While the above paragraph points 
interesting and suggestive conclusion, the 
must warned that should 
interpreted cautiously. Even though non- 
farm wage and salary income was divided 
into eight sectors for the purpose analysis, 
these nevertheless remain quite broad cate- 
gories within which the structure employ- 
ment might the dominant factor ac- 
counting for wages and salaries different from 
the national average. For example, manufac- 
turing wages and salaries were lower than the 
majority the states analyzed. possible 
that further breakdown this sector would 
reveal, however, that the dominance rela- 
tively low-income manufacturing industries 
such food and kindred products the 
District the dominant factor which gen- 
erally lower manufacturing wages must 
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attributed. order completely eliminate 
the industry structure explanation 
differential incomes, would necessary 
disaggregate point where only quite 
homogeneous classes employment are used. 
This would require extremely detailed 
classification industries. Even this were 
accomplished, some the difference com- 
pensation levels might still arise indirectly 
from the influence industry structure. For 
example, otherwise low-paying industry 
coming into area predominantly high- 
paying industry may need conform local 
wage conditions. This one example the 
indirect influence which industry structure 
may have upon compensation. also pos- 
sible visualize indirect influence operat- 
ing the opposite direction. However, other 
factors related more remotely industry 
structure are important determinative factors 
differential state incomes. These include 
such elements labor productivity, custom, 
competition, extent unionization, size 
community, and firm size. 


Concluding Comment 


means standardization, several factors 
accounting for the generally low levels per 
capita income the District have been in- 
dicated. Among those factors, the distribution 
employment between farm and nonfarm 
activities was found important factor, 
but much less important than the average 
compensation employees and proprietors 
within the two categories. The relative levels 
per capita income the District states may 
expected continue improve the 
future, the per cent the District popula- 
tion employed farms continues decline 
relative the Nation, has the past. 
However, unless other trends favorable 
higher incomes persist, per capita income 
would remain below the national average, 
even though the percentage agricultural 
employment fell the national level. 
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Guides Monetary Restraint 


INCE THE TREASURY-FEDERAL RESERVE ac- 

cord March 1951, monetary instruments 
have been used more extensively contribute 
maximum economic growth, full employ- 
ment, and price level stability. The employ- 
ment monetary tools since the accord has 
been subject continuing debate, related 
such matters the appropriate timing ‘of 
policy actions and the proper degree re- 
straint ease fostered. Thus, Federal Reserve 
policy has been subjected criticisms for 
generating both “too much” and “too little” 
monetary restraint during periods eco- 
nomic expansion and “too much” “too little” 
ease times recession. 

not surprising that differences opin- 
ion arise concerning appropriate policy meas- 
ures during the various phases the cycle. 
Divergent views may traced variety 
factors—to different interpretations busi- 
ness conditions, varying views the proper 
role monetary policy relative fiscal 
policy, differences the importance 
assigned national policy objectives. 

Another area which different views may 
have their origin the meaning attached 
the terms “restraint” and “ease.” The ap- 
plication either these terms financial 
conditions can deceptive, for, the ref- 
erence varying degrees restraint and ease 
suggests, there are wide ranges financial 
conditions that appropriately might termed 
restrictive expansionary. Logically, Federal 
Reserve actions also can arrayed contin- 
uously from one end the spectrum the 
other. 

The character monetary policy cannot 
judged adequately the specific employment 
various monetary tools over period 
time. Overt policy actions—such changes 
reserve requirements open-market opera- 


tions—may provide somewhat ambiguous 
guide policy because technical influences 
commercial bank reserves. Gold flows, 
variations Federal Reserve float, 
run fluctuations Treasury balances the 
Reserve banks, for example, may generate ef. 
fects either consistent inconsistent with 
rent monetary policy, and uses Federal 
serve policy instruments must take this into 
account. More generally, however, the prob- 
lem stems from the fact that policy actions 
always take place within the context 
cific circumstances the financial markets, 
and these circumstances themselves play 
highly significant role determining the way 
which demands for goods and services are 
affected. Accordingly, finer analysis the 
degree ease restraint fostered mone 
tary policy requires more fundamental meas- 
ures—measures which are thought reflect 
the way which financial conditions are re- 
lated expenditures for goods and services. 
Among the variables frequently identified are 
commercial bank reserves, the money supply 
and its changes, the cost borrowed funds, 
and variables whose behavior may indicate 
changes the availability credit private 
borrowers. 

Life would greatly simplified for the 
financial analyst such guides these always 
pointed similar conclusions. Unfortunately, 
this not the case, citation from recent 
experience serves demonstrate. the 
months following the April 1958 upturn 
economic activity, the seasonally adjusted 
money supply—privately held demand deposits 
and currency the hands the 
increased $6.3 billion, annual growth rate 
about 3.6 per cent. The 16-month period 
recovery and expansion 
trough the 1953-54 recession witnessed 


growth money balances $5.4 billion, 
annual growth rate 3.2 per cent. But, 
despite the roughly comparable increases 
money stocks during the two periods, interest 
rates the current upswing have risen much 
more rapidly than the earlier period 
cyclical advance, and have attained levels not 
seen since the Clearly, quite different 
conclusions can reached concerning the 
degree restraint imposed, depending upon 
the particular indicators guides chosen. 

Ultimately, the guide guides that most 
clearly evidence monetary restraint ease 
must determined identification the 
mechanism through which Federal Reserve 
actions are transmitted expansionary 
restraining influence the demand for the 
Nation’s resources and output goods and 
services. This mechanism highly complex, 
consisting interrelated routes transmis- 
sion. The purpose this article not 
demonstrate that there clear and un- 
equivocal solution the problem gauging 
ease and restraint, but rather indicate some 
the interrelationships between the various 
routes transmission and the range con- 
siderations which must taken into account 
evaluating the effect that changes finan- 
cial conditions are having expenditures for 
final output. 


Routes Transmission 


Among the various means through which 
Federal Reserve actions affect expenditures, 
two major routes transmission may iden- 
tified. One these routes depends upon the 
effects changing conditions the money 
and capital markets expenditures financed 
credit. Expenditures may stimulated 
restricted result changes the cost 
borrowing or, alternatively, because 
changes the availability credit poten- 
tial borrowers. The second route transmis- 
sion, which for convenience exposition may 
termed the direct route, does not depend 
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upon restrictive stimulating influence 
expenditures financed credit. Rather, mone- 
tary policy affects outlays goods and serv- 
ices holders money balances through its 
ability alter the money stock, more gen- 
erally, the value and composition asset 
holdings the economy. Although these 
routes are discussed separately below, they 
are fact closely related and some consider- 
ation given the relationships between 
them. 


The Direct Route 


simple direct link between monetary 
policies and expenditures goods and serv- 
ices would exist decisions spend in- 
dividuals and businesses were determined 
their holdings money balances. that 
case, the impact monetary policy directly 
affecting expenditures would related close- 
the growth rate money stocks. This 
assumption represents considerable over- 
simplification, course, since holdings 
assets other than money liquid 
assets such Treasury bills, time deposits, 
savings and loan shares—and debts maturing 
the near future also should expected 
influence spending decisions. Accordingly, 
essential look carefully changes 
assets and liabilities which take place when 
money balances are created destroyed 
means gauging the direct influence 
monetary policies upon expenditures. 
recognized, course, that expenditure de- 
cisions also are affected variety forces 
over which monetary policy has control. 

When reserves the commercial banking 
system are increased monetary policies, 
creation money balances occurs through 
bank acquisition assets, either loans 
securities. Thus, the nonbank public, viewed 
whole, obtains new money balances either 
simultaneously increasing its debt obliga- 
tions sacrificing some its security 
holdings. individuals and businesses ac- 
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quire new money balances going deeper 
into debt, probably one would unduly 
surprised find that the cash balances ob- 
tained were used boost expenditures 
goods and services. What not clear, 
the other hand, that the process exchang- 
ing securities for money balances might also 
coupled with decision increase out- 
lays. Why, may asked, should expendi- 
tures goods and services affected direct- 
the nonbank public does more than 
exchange one kind financial asset for 
another? 

Such exchange securities for money 
balances represents voluntary decision 
the public alter the composition its 
financial assets—that is, trade less liquid 
assets (securities more liquid assets 
deposits). Whatever the motivating forces 
prompting the exchange, this increased liquid- 
ity ultimately may result growth out- 
lays for goods and services. important 
additional consideration, however, that 
release securities the public acquire 
deposits encouraged the change se- 
curity prices which accompanies bank invest- 
ment acquisitions. Expansive Federal Reserve 
policies tend produce rise the prices 
fixed-income securities; actions check the 
growth bank reserves and thus the money 
supply are associated with decline the 
capital values component 
wealth. Changes capital values are realized 
individuals trading securities, but are ex- 
perienced also all investors fixed-income 
securities whose prices are responsive mone- 
tary policy. Holders securities may respond 
changing their outlays consumer goods 
and services, since the alteration their 
wealth may influence the desire save. 

Changes liquidity and wealth which 
accompany exchange securities for de- 
posits need not always affect the money bal- 
ances possessed the nonbank public. If, 
for example, addition commercial bank 


reserves permits banks purchase securities 
from investors who choose acquire time 
posits, the money supply, conventionally 
defined, would fail reflect the expansive 
character policy. Some evidence exists that 
the growth time deposits commercial 
banks currently quite sensitive changes 
market rates interest securities. For 
example, the year ending June 1958, com- 
mercial bank time deposits (other than inter. 
bank and U.S. Government) increased $75 
billion; the subsequent year, when interest 
rates securities were rising sharply, the 
growth fell about half that amount. The 
provision commercial bank reserves sup- 
port higher level time deposits adds 
liquidity and wealth, and may thereby con- 
tribute total spending through encourage- 
ment increased outlays from existing money 
balances. 

general statement that alterations the 
liquidity and wealth positions individuals 
and businesses tend influence their expendi- 
tures probably would give rise few, any, 
objections. But assertion that monetary 
policy can influence expenditures directly 
redistributing securities between banks and 
nonbank holders might meet with less ready 
acceptance. must acknowledged that 
highly respected students monetary theory 
have given much attention this question 
without reaching definite conclusions. Cer- 
tainly, should evident that there are other 
alternatives open those whose asset hold- 
ings are affected, since they may choose 
alter their ownership money balances 
other financial assets instead their outlays 
for goods and services. liquidity reduced 
and market prices securities decline 
consequence restrictive Federal Reserve 
actions, for example, holders securities may 
elect reduce their ownership money bal- 
ances, thereby tending cushion the restrain- 
ing influence the policy action. The direct 
route transmission aggregate demand 


tin 


but one series possibilities whose 
strength restrictive stimulating influ- 
ence unknown and probably variable over 
time. 

Since considerable uncertainty exists regard- 
ing the strength these liquidity and wealth 
changes directly affecting expenditures for 
goods and services, precise measure this 
monetary policy not identi- 
There are, nevertheless, objective 
measures which portray the way which 
liquidity and wealth change consequence 
monetary policy actions working jointly 
with other forces the financial markets. The 
growth money supply, more generally, 
the money supply and time deposits com- 
mercial banks, provides indication the 
additions these types liquid assets per- 
mitted expansion bank reserves. Other 
things being equal, higher rate growth 
these elements the nonbank 
financial assets would have permitted the 
public reduce its ownership less liquid 
assets (securities). But essential aug- 
ment this measure observing developments 
the securities markets, where price changes 
outstanding securities may exerting 
strong influence the value assets held 
investors. Since mid-1958, for example, re- 
strictions the growth bank reserves 
period rapidly rising demands for credit 
have been accompanied price reductions 
large per cent some long-term Treas- 
ury 

The importance observing bond prices 
gauging the direct stimulating restrain- 
ing influence policy upon expenditures may 
indicated more concretely reference 
recent developments. the year ending 
June 1958, the money supply increased $0.6 
billion, reflecting seasonally adjusted decline 
during the second half 1957 and sharp 
increase the first half 1958. The nonbank 
public also added $7.5 billion its ownership 
time deposits commercial banks, in- 
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dicated earlier. the succeeding months, 
some $5.0 billion was added the 
holdings money balances and $3.8 billion 
their time deposits commercial banks. 
From these data alone, might assumed 
that monetary policy was having more ex- 
pansionary direct effect upon expenditures 
during the latter period, period recovery 
and expansion economic activity, even 
though the earlier year included interval 
months during which Federal Reserve ac- 
tions were geared combating recessionary 
tendencies the economy. The movements 
securities prices, the other hand, sug- 
gest quite different conclusion. Viewed 
whole, the year ending June 1958 was one 
which investors experienced marked in- 
creases wealth arising out substantial 
changes the capital values debt obliga- 
tions. the following year, capital values 
declined sharply and more than erased the 
increases the previous months. 


Cost and Availability Credit 


That monetary policies influence the cost 
and availability credit and may thereby 
affect the volume debt-financed expendi- 
tures for goods and services perhaps more 
widely understood and accepted than the 
alternate route transmission discussed 
the previous section. does not appear es- 
sential, therefore, spell out detail the 
mechanics which control bank reserves 
the Federal Reserve leads alterations 
the which loanablefunds are made 
available prospective borrowers. Rather, 
the emphasis this section the ways 
which credit terms and their influence 
expenditures are conditioned the responses 
the nonbank public changing financial 
conditions, and the resulting implications for 
gauging the degree monetary restriction 
stimulus credit-financed outlays. 

quite evident that prominent in- 
fluence the degree tension prevailing 
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the money and capital markets the 
change which occurs demands for credit 
response variations the level eco- 
nomic activity. Credit demands, however, 
need not bear any simple relationship 
changes the volume total expen- 
ditures for goods and services. Shifts the 
pattern output between those outlays typi- 
cally financed internal funds and those 
more commonly financed 
sources are clearly important factor. Also, 
there are changes the requirements for 
external financing deriving from other sources, 
such the altered ability businesses 
finance their investment outlays from retained 
earnings and depreciation allowances. 
not unusual find, for example, that corpora- 
tions, owing changes liquidity positions, 
turn increasingly bank loans and issu- 
ances long-term debt obligations means 
satisfying needs for funds period 
economic expansion. Thus, pressures the 
money and capital markets created given 
increase business outlays for goods and 
services are quite variable over time. 

The responses individuals and other in- 
vestors changes capital market conditions 
are additional factor influencing the terms 
which funds are made available borrow- 
ers. For example, the extent that in- 
crease interest rates leads individuals 
part with bank deposits and acquire securi- 
ties, brings about growth the supply 
loanable funds, which tends offset the 
effects restraining the expansion bank 
deposits. Alternatively, the responses the 
financial community actual and expected 
changes liquidity and wealth positions 
may tend magnify variations the total 
supply funds resulting from actions the 
monetary authorities. Movements interest 
rates within the past years have provided 
dramatic evidence that the financial commun- 
ity has become unusually sensitive antic- 
ipated changes the degree monetary 


restraint ease. The reduction 
Reserve discount rates late 1957, signaling 
shift towards less stringent financial condi- 
tions, was followed precipitous decline 
interest rates and the subsequent development 
Government securities. Then the summer 
1958, prior any overt action the 
monetary authorities, the mere expectation 
possible return more stringent financial 
conditions was sufficient trigger hurried 
withdrawal from speculative positions and 
abrupt increase the level interest 

There are, apparent, variety rea- 
sons for expecting that the terms which 
loanable funds are made available potential 
borrowers reflect wide range forces 
work the financial markets. Analysis 
how and why these terms are changing may 
begin with observation specific actions 
the monetary authorities and the resulting 
impact bank reserves, but thorough ex- 
amination the problem requires broader 
focus. 

Attempts observe directly the ef- 
fects changing credit availability out- 
lays for goods and services have always been 
obstructed the absence data aspects 
loan contracts, other than costs, which are 
altered means increasing reducing 
the direct rationing credit lenders. 
Changes credit availability may take wide 
variety forms—such variations collat- 
eral requirements and acceptable income 
profit prospects borrowers. The difficulty 
inherent measuring such changes arises not 
only from the numerous dimensions loan 
contracts but also from the fact that standards 
applied gauge credit-worthiness are not al- 
ways formalized. commercial banks par- 
ticularly, the evaluation loan applications 
often informal process, with final 
ment the disposition application 
based subjective weighting tangible 
and intangible factors. Accordingly, efforts 
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find guides the intensity credit rationing 
have concentrated the factors which may 
give rise direct allocation funds place 
the impersonal rationing provided move- 
ments interest rates. 

Changes credit availability are, part, 
areflection legal restrictions which require 
lenders keep their loans certain types 
within specified limits which prevent the 
adjustment interest rates competitive 
levels. The legal ceilings Government- 
backed mortgages are well-known illustra- 
tion the latter case. More generally, how- 
ever, changes the intensity credit ration- 
ing are thought product the respon- 
ses institutional lenders, and especially 
commercial banks, variations the value 
their holdings liquid, riskless assets— 
particularly Government securities. The view 
was once held that credit rationing increased 
period declining security prices pri- 
marily because the unwillingness com- 
mercial banks and other institutional lenders 
capital losses. For variety rea- 
sons, this view has given way the more 
general proposition that sales Treasury 
securities make loans, conjunction with 
declining market prices outstanding issues, 
make inroads liquidity positions 
crease the risk exposure lenders, thereby 
inducing greater caution granting new 
loans. seems clear, however, that such 
considerations liquidity, risk, and unwilling- 
ness sell securities capital losses involve 
subjective judgments which are very likely 
change over time, particularly experience 
gained with different liquidity and risk 
and with fluctuating market prices 
securities. Thus, from one period busi- 
ness expansion contraction the next, 
fundamental shifts the significance and di- 
mensions credit rationing may occur which 
cannot easily detected available data. 
The division restraint credit-financed 
between cost and availability aspects 
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cannot considered stable from cycle 
cycle. also possible that borrowers may 
adjust the existence heightened credit 
rationing seeking alternative sources 
finance, adjustments which may become per- 
manent part the financial machinery. The 
rapid increase trade credit extended 
corporations since 1954, for example, has been 
considered some observers have had its 
origin partly the reduction bank credit 
availability smaller business firms. 

Gauging the restraining effect expendi- 
tures given level interest rates also 
rather difficult. expected that in- 
dividuals and businesses, more generally, 
various categories spending units, display 
markedly different sensitivities variations 
borrowing costs. given level rates may 
therefore more less restrictive depending 
upon the pattern aggregate demand. For 
example, the widely held view that consumer 
instalment purchases are relatively insensitive 
changes borrowing costs suggests that 
expansion aggregate demand generated 
primarily rising consumer purchases 
durable goods would less responsive 
higher level interest rates than the ex- 
pansion were coming from interest-sensitive 
sectors the economy. Similarly, cyclical 
upswing powered inventory investment 
capital goods outlays corporations, the 
state corporate liquidity may vital con- 
sideration. Corporations with large cash and 
Government security holdings, with very 
high volume internally generated funds, 
probably are much less responsive changing 
interest costs evaluating the profitability 
expansion program than are corporations 
compelled offer their own debt the 
money and capital markets. 

Finally, may noted that the restraining 
effect borrowing costs credit-financed 
purchases depends some measure the 
interest rate expectations potential borrow- 
ers. Higher rate levels may have less re- 
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strictive influence one period expansion 
compared with the preceding one, for ex- 
ample, borrowers generally believe that in- 
terest rates will continue secular upward 
drift. periods declining rates are ex- 
pected produce level rates above that 
the preceding low, while experience gen- 
erates expectations new highs succeeding 
periods rising rates, the restraint de- 
mand derived from re-establishing previous- 
experienced level borrowing costs may 
weakened over time. these expectations 
are widely held, the change interest rates 
over period time, rather than the level 
rates, may more adequate measure the 
restraining stimulating influence ex- 
penditures. 


Concluding Remarks 


The preceding discussion suggests that the 
degree monetary ease and restraint not 


BANKING THE TENTH DISTRICT 


Deposits 


Reserve Reserve 


City Country City Country 
Member Member Member Member 
District Banks Banks Banks 
States ercentage Change From 


Tenth Dist. 
Colorado 
Kansas 
Missouri* 

Nebraska 

New Mexico* 

Oklahoma* 


Wyoming 


*Tenth District portion only. 
than 0.5 per cent. 


**No reserve cities this state. 


revealed unequivocally the behavior 
single financial variable. Measures 
regarded fundamental indicators 
straint ease—changes bank 
money supply, interest rates, and 
whose movement may point 
taken out the context particular 
financial conditions. Even very 
analysis, there remains room for the 
judgment whether financial conditions 
stimulating influence upon spending 
time than another. This not suggest 
the element subjective judgment 
objective measures. the contrary, 
through cautious appraisal variety 
monetary variables that the need for 
tive judgments can reduced 
proportions. 
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